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XO Arizona, Inc. (“XO Arizona”), XO Long Distance, Inc. (“XO Long Distance”) and
their common parent, XO Communications, Inc.' (“XO” and collectively with subsidiaries, the
“Company”), hereby applies to the Arizona Corporation Commission (“Commission”) pursuant
to A.A.C. R14-2-803 for approval of the transfer of ownership and control of XO, and thus its
operating subsidiaries, from Craig O. McCaw and the existing shareholders of XO, to the
shareholders of the restructured and recapitalized XO, including Forstmann Little & Co. Equity
Partnership- VII, L.P. and Forstmann Little & Co. Subordinated Debt and Equity Management
Buyout Partnership- VIII, L.P. (together “Forstmann Little”) and an indirect, wholly owned
subsidiary of Telefonos de Mexico, S.A. de C.V.? (“Telmex” and together with Forstmann Little,
the “Investors.”) This Application supplements the initial Notice of Transfer letter dated May

23,2002, and filed with the Arizona Corporation Commission on May 24, 2002.

As discussed below, on June 17, 2002, XO (but not XO Arizona) filed for Chapter 11
bankruptcy protection and is now operating as debtor-in-possession.

Through intermediate holding companies, Telmex owns 100% of the capital stock of
Teninver, S.A. de C.V., the Mexican entity through which Telmex proposes to make its
investment in XO.




INTRODUCTION

XO Communications, Inc. is the holding company parent of XO Arizona, Inc, a non-
dominant carrier authorized by the Commission to provide competitive local exchange services
(including switched and dedicated access services), intralLATA toll services and intrastate
interexchange telecommunications services within the State of Arizona.

As described below, the proposed transfer of control will be accomplished according to
the terms of the Stock Purchase Agreement, dated January 15, 2002 (the "Stock Purchase
Agreement"), among XO, Forstmann Little and Telmex. If the transaction is implemented in
accordance with the terms of the Stock Purchase Agreement, then the descriptions in this filing
regarding the transaction will hold. However, in light of the Company’s ongoing negotiations
with other parties regarding its restructuring, the terms discussed herein are subject to change.
Any material changes to the proposed transaction will be provided to the Commission by
amendment of this application, as necessary.’

Upon completion of the transfer of control, each Investor is expected to hold
approximately 40%" of XO’s voting power and have corresponding representation on XO’s
Board of Directors. It is not anticipated that any other shareholder will hold more than a 10%
interest in XO. This transfer of control will result from XO’s planned restructuring involving the

modification of XO’s existing credit facility, the elimination of all equity and outstanding notes,

In the bankruptcy filing, XO has proposed the consummation of this transaction as part of
a proposed restructuring and has included this transaction as part of XO’s plan of
reorganization submitted to the Bankruptcy Court, as well as an alternative back-up
restructuring proposal described in the Press Release attached hereto as Exhibit 3.

Negotiations with various parties in connection with the restructuring of XO are ongoing
and may result in some adjustments to the ultimate equity holdings. Accordingly, the
anticipated equity interests of Telmex and Forstmann Little are approximations.
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and the purchase of new common stock in XO by the Investors for $800 million.” Importantly,
no new party will be able to unilaterally control XO after the transfer of control. The Investors
will hold their mterests independently of one another and have no agreement to act in concert
with respect to the future operations of XO and its subsidiaries, except with respect to the
election of Directors, as set forth below.
PARTIES TO THE TRANSACTION

The Company. XO Long Distance and XO Arizona are wholly owned subsidiaries of
XO Communications, Inc., a Delaware corporation (XOXO on the OTC-Bulletin Board). All are
headquartered at 11111 Sunset Hills Road, Reston, Virginia 20190.  Through its operating
subsidiaries, XO provides bundled local and long distance as well as dedicated voice and data
telecommunications services primarily to business customers. It has metro broadband fiber optic
networks in more than 60 cities in the United States, including in the top 30 cities, and serves 25
of the largest metropolitan areas in the United States. The Company also 1s one of the nation’s
largest holders of fixed wireless spectrum, covering 95% ot the population of the 30 largest U.S.
cities, and has deployed fixed wireless technology in 27 of these markets.

XO is authorized, through its subsidiaries, to provide intrastate interexchange services
virtually nationwide, including in Arizona and is authorized to provide local exchange services in

approximately 30 states, including Arizona. °

The Company also offers domestic and
international telecommunications services pursuant to FCC Section 214 authorizations. The

Company’s international offering is incidental to its core domestic business.

It is anticipated that additional new stock also will be issued to management of XO, and
may be issued to certain other parties.

XO Long Distance is currently authorized to provide intrastate interexchange services in
Arizona, see Docket No. T-03775A-99-0494, decision number 62770. XO Arizona is
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XO currently is controlled by Craig O. McCaw through his ownership interest in Eagle
River Investments, L.L.C., through other direct and indirect holdings of XO securities and
pursuant to various voting arrangements, the primary one being with shareholder Wendy P.
McCaw, his former spouse.” F ollowing the consummation of the contemplated transactions, it is
expected that, to the extent Mr. McCaw holds any equity interest in XO, such interest will
represent a very small percentage of its voting power (less than 10%), and Mr. McCaw will have
neither control of XO’s Board of Directors nor the right to elect any of its Directors.

As further discussed below, on June 17, 2002 XO Communications, Inc. filed a petition
with the U.S. Bankruptcy Court for the Southern District of New York pursuant to Chapter 11 of
the U.S. Bankruptcy Code, seeking temporary protection from claims of creditors while it
reorganizes its operations and restructures its finances.

Forstmann Little & Co. is a private equity firm formed in 1978. Since its formation,
Forstmann Little & Co., through several limited partnerships ultimately controlled by individual
general partners,” has made 29 acquisitions and significant equity investments focusing on high
growth, high quality companies.” The address for Forstmann Little & Co. and its affiliates is 767

Fifth Avenue, New York, New York 10153.

currently authorized to provide intrastate local exchange and interexchange services in
Arizona, see Docket No. T-03601A-98-0417, decision number 61373.

Mr. McCaw holds a proxy to vote the number of shares of XO stock held by Mrs.
McCaw necessary for Mr. McCaw to hold 51% of the voting power of XO.

Over time, the individual general partners have changed to some degree.

These companies include MclLeodUSA, Incorporated (NASDAQ:MCLD) (“McLeod™), a
facilities-based competitive local exchange carrier providing integrated communications
services in approximately 28 states. An investor in McLeod since September 1999, funds
affiliated with Forstmann Little have recently invested $175 million in the Company in
conjunction with a financial restructuring. Funds affiliated with Forstmann Little are
now McLeod’s largest shareholder with a 58% share of MclLeod’s voting stock.
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Included in these investments are existing investments in XO. Funds affiliated with
Forstmann Little & Co. have made equity investments in XO of $850 million in January 2000,
$400 million in July 2000, and $250 million in the spring of 2001, which investments give the
funds the right to designate two directors. Under the contemplated restructuring, these
investments would be treated similarly to the other existing equity holders in XO.

In the instant transaction, Forstmann Little proposes 1o mvest an additional $400 million
in the restructured XO. The two Forstmann Little & Co. affiliates making the new investment in
XO are also limited partnerships. Forstmann Little & Co. Equity Partnership-VII, L.P. 1s a
Delaware limited partnership, and its general partner is FLC XXXII Partnership, L.P., a New
York limited partnership. Forstmann Little & Co. Subordinated Debt and Equity Management
Buyout Partnership-VII, L.P. also 1s a Delaware limited partnership, and its general partner is
FLC XXXII Partnership, L.P., a New York limited partnership. The general partners of both of
those general partner entities are: Theodore J. Forstmann, Sandra J. Horbach, Winston W.
Hutchins, Thomas H. Lister, Jamie C. Nicholls, and Gordon A. Holmes. The limited partners of
Forstmann Little & Co. Equity Partnership-VII, L.P. are comprised primarily of institutional
investors, with some individual investors, while the limited partners of Forstmann Little & Co.
Subordinated Debt and Equity Management Buyout Partnership-VIII, L.P. are comprised of
various institutional investors.

Telmex. Telefonos de Mexico, S.A. de C.V. (NYSE:TMX; NASDAQ:TFONY), a
Mexican corporation, provides telecommunications services in Mexico. Telmex has more than

13 million telephone lines in service, 1.43 million line equivalents for data transmission and
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more than 845,000 Internet accounts.'” Telmex and its subsidiaries offer a wide range of
advanced telecommunications, data and video services, Internet as well as integrated
telecommunications solutions for corporate customers through an extensive fiber optic digital
network. In the instant transaction, Telmex proposes to invest $400 million in the restructured
XO. Telmex’s address is Parque Via 190, Colonia Cuauhtemoc, 06599 Mexico, D.F. Privatized
in 1990, Telmex has no state ownership. Telmex is controlled by Carso Global Telecom, S.A. de
C.V., a Mexican holding company. For additional information about Telmex, please see its
website at www.telmex.com."
DESCRIPTION OF THE TRANSACTION

Pursuant to the Stock Purchase Agreement XO will, among other things, issue new
common shares to the Investors, each of whom will pay $400 million in cash for the shares, for a
total aggregate investment in XO of $800 million." Specifically, the Stock Purchase Agreement
contemplates that Forstmann Little will purchase 79,999,998 shares of Class A Common Stock,

par value $0.01 per share, of XO and two (2) shares of a newly created class of Class D Common

Telmex owns Controladora de Servicios de Telecomunicaciones, S.A. de C.V., which, in
turn, owns Teninver, the Mexican entity through which Telmex proposes to make its
investment 1 XO.

Telmex has an indirect, wholly owned subsidiary, Telmex USA, L.L.C., that is
authorized to provide international switched resale services in the United States. Telmex
USA, L.L.C. currently is authorized as a long distance reseller in approximately 16 states.
America Movil, S.A. de C.V., a Mexican corporation under common ownership and
control with Telmex, indirectly holds an approximate 25% (up to 45% if certain
outstanding warrants are exercised) ownership interest in ARBROS Communications,
Inc. and ARBROS’s utility subsidiaries, including Comm South Companies, Inc., a
prepaid local wireline service provider that is certificated in various states. Other
subsidiaries of ARBROS provide voice, data and enhanced services to small and
medium-sized business customers primarily in the eastern U.S.

A synopsis of the Stock Purchase Agreement and related documents from the SEC
Schedule 13D/A filed by Forstmann Little on January 22, 2002 is attached as Exhibit I
hereto. A copy of the complete Stock Purchase Agreement is attached to the same SEC
form or may be obtained from undersigned counsel.
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Stock, par value $0.01 per share of XO.'" The Forstmann Little shares in the aggregate are
expected to equal approximately 40% of the total outstanding equity securities of XO.'* Telmex
is purchasing 80,000,000 shares of a newly created class of Class C Common Stock. par value
$0.01 per share, of XO. The Telmex shares in the aggregate are expected to equal approximately
40% of the total outstanding equity securities of XO."> The purchase by and issuance of the new
shares to the Investors will occur at the closing of the contemplated transactions. Closing is
subject to the satisfaction or waiver of certain conditions set forth in the Stock Purchase
Agreement, including the restructuring of XO as discussed below and the receipt of certain
regulatory approvals.'®

The restructuring contemplates the completion of transactions that would result in XO

having no more than $1 billion of outstanding senior secured debt in addition to other existing

capital lease and secured obligations, and equity consisting of each Investor’s 40% common

Forstmann Little & Co. Equity Partnership-VII, L.P. is purchasing 49,999,999 shares of
Class A Common Stock and one (1) share of Class D Common Stock, for an aggregate of
$250 million, which is expected to equal approximately 25% of the total outstanding
equity securities of XO. Forstmann Little & Co. Subordinated Debt & Equity
Management Buyout Partnership-VIII, L.P. is purchasing 29,999.999 shares of Class A
Common Stock and one (1) share of Class D Common Stock, for an aggregate of $150
million, which is expected to equal approximately 15% of the total outstanding equity
securities of XO. Final percentages may differ.

Under the contemplated restructuring, Forstmann Little’s existing investments in XO
would be treated similarly to the other existing equity holders in XO.

Exhibit 2 1s a diagram of the ownership of XO before and after the transaction described
herein.

o As reflected in the attached Press Release (Exhibit 3) reiating to XO’s bankruptcy filing

described below, Forstmann Little and Telmex have recently said that they believe that it
is virtually impossible for the conditions set forth in the Stock Purchase Agreement to be
met and have asked XO to consider terminating the agreement. The Stock Purchase
Agreement, however, has not been terminated and XO has no plans to do so. XO,
moreover, has included this transaction as part of its plan of reorganization submitted to
the Bankruptcy Court,
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stock interest with the remaining 20% divided between management (approximately 2%) and
other holders (18%).

In February 2002, the Company and a committee of the lending institutions reached a
tentative understanding regarding the treatment of the Company’s borrowings pursuant to its
credit facility. The tentative understanding provided that the $1 billion of principal owed to the
lending institutions would remain outstanding, but the scheduled maturity dates would be
extended by three years. In addition, modifications will be made to certain financial and
negative covenants to which XO 1s subject and certain other minor amendments to the credit
facility will be made. In light of the ongoing negotiations regarding XO’s restructuring, this
tentative understanding is subject to further consideration.

[n addition to the [nvestors™ acquisition of a stock interest in XO, upon the closing of the
transactions contemplated by the Stock Purchase Agreement, pursuant to the amended and
restated certificate of incorporation, restated bylaws and the Stockholders Agreement, Forstmann
Little and Telmex also will be able to designate persons to the XO Board of Directors

proportionate to their equity interests so long as they hold more than 10% of XO’s common
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stock.'” However, other than with respect to the election of each other’s Directors as described
below, there is no agreement between the Investors to vote their shares together, and neither
Investor has the right to unilaterally control the day-to-day operations of the Company.

There will be a twelve (12) person Board which will include the CEO of XO, an
independent director acceptable to both Investors, * and five (5) individuals designated by each
Investor. Until Telmex determines that certain events have occurred, the Telmex designees will
be individuals who are independent of, and not affiliated with, either Telmex or XO. In [uture
elections, Forstmann Little and Telmex will be able to designate directors proportionate to their
then-current equity interests. Certain actions coming before the Board will require the approval
of at least one director appointed by each of Forstmann Little and Telmex. These proposed
actions include amending the certificate of incorporation or bylaws of XO, transactions with
other than wholly owned aftiliates or “insiders,” filing for bankruptcy, adopting anti-takeover
provisions or issuing preferred stock.

The Board will have a five (5) member Executive Committee having the responsibility

for the strategic direction of the Company, which shall be comprised of XO’s CEO and four

The holders of both Class C and Class D common stock, voting as separate classes, must
approve any merger, consolidation, reorganization or recapitalization of XO or any sale
of all or a substantial portion of the assets of XO and its subsidiaries. In addition, until
Telmex elects to name affiliated persons to the Board, as discussed below the Class C
Common Stock must vote as a separate class before the Company may acquire, by
merger, purchase or otherwise, any equity interest in or assets of any other person with a
value greater than 20% of XO’s net assets; authorize for issuance or issue any equity
securities or derivative securities with a value in excess of $100 million; incur
indebtedness for borrowed money in excess of $100 million in aggregate principal
amount; or amend its certificate of incorporation or bylaws. The Class C and Class D
Common Stock automatically convert into Class A Common (resulting in the termination
of these special class rights) on the earlier of the date when the Class C common stock
represents less than 10% of the total common shares or the fourth anniversary of the
closing of the proposed transaction.
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board members appointed by the Investors. Initially, the approval of three-fifths of the Executive
Committee members will be required for the Company to undertake certain significant actions.'’
[ an action requiring a super-majority is not approved, however, any member of the Executive
Committee may take the matter before the entire Board of Directors where it would be decided
by majority vote. As the ultimate power to approve these actions resides in the Board of
Directors, the Executive Committee cannot itself block XO from taking these actions. Even
actions approved by the Executive Committee, moreover, may also be subject to any approval
normally required by the full Board of Directors.

Bankruptey. As noted above, on June 17, 2002, XO Communications, Inc. filed a
voluntary petition to reorganize under Chapter 11 of the U.S. Bankruptcy Code in the U.S.
Bankruptcy Court for the Southern District of New York. No XO operating subsidiaries have
filed for bankruptcy protection, and, therefore, XO does not anticipate any disruption of service

to 1ts customers. During the Chapter 11 reorganization period, XO plans to continue operations,

After completion of their terms on the nitial Board, the seats held by the CEO and
independent director will be selected by majority vote.

A super-majority vote will be required for XO to:

Adopt or modify the business plan; acquire any equity interest in or assets of any other
person with a value greater than $100 million; issue any equity securities with a value in
excess of $100 million; purchase any shares of its capital stock; pay any dividends or
distributions in respect of its capital stock; retire or change any material term of
outstanding long-term debt; incur indebtedness in excess of $100 million; make any
material change in its accounting principles or change XO’s outside auditors; and appoint
or terminate or modify the terms of the employment of any member of XO’s senior
management.

Initially, three of the Forstmann Little Directors and one independent Telmex director
shall serve on the Executive Committee along with XO’s CEO. But when Telmex elects
to designate persons affiliated with it to serve as Directors, the Executive Committee will
be comprised of XO’s CEO and two Board members designated by each of Telmex and
Forstmann Little. At that time, these actions will be by a two-thirds rather than three-
fifths vote.
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through its subsidiaries, throughout its current service territory. The Chapter 11 filing does not
affect the rates and conditions of service offered by XO and any changes thereto will be in
accordance with Commission requirements. Indeed, XO currently has more than $500 million
available to fund operations while the bankruptcy proceeding is pending. A copy of the press
release announcing the bankruptcy is attached as Exhibit 3. Chapter 11 status will enable the
Company to restructure its balance sheet under court supervision so that it can continue to offer
high quality services and function as an effective competitor in the Arizona telecommunications
marketplace.

As 1ndicated above, the agreement among XO, Forstmann Little and Telmex would
provide $800 million in additional funding for XO as part of a corporate restructuring and this
proposal is part of the Company’s plan of reorganization submitted to the Bankruptcy Court. XO
also has submitted an alternative back-up restructuring proposal to the Bankruptcy Court as
described in the attached press release.

Credit Facility. As noted above, the investment described herein is conditioned on the
availability of XO’s existing credit facility, as modified, or a replacement credit facility that
provides for a term loan or term loans and revolving loans, in cach case on terms that are
reasonably acceptable to the Investors. The provision of guarantees by and a security interest in
the assets of XO’s utility subsidiaries in this state was approved by the Commission on June 9,

2000 in docket T-03601A-00-0021.2° As also noted above, in February 2002, XO reached a

20 The existing Credit and Guarantee Agreement, dated February 3, 2000, is among XO

(formerly known as Nextlink), certain of its subsidiaries, various Lenders (as defined
therein), Goldman Sachs Credit Partners, L.P., as Syndication Agent, Toronto Dominion
(Texas), Inc., as Administrative Agent, Barclays Bank plc and The Chase Manhattan
Bank, as Co-Documentation Agents, and TD Securities, together with Goldman Sachs
Credit Partners, L.P., the Joint Lead Arrangers.
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tentative understanding with the ad-hoc committee of lenders under its $1 billion secured credit
facility regarding modifications to that facility to extend the scheduled maturity dates by three
(3) years, modify certain financial covenants and other minor amendments. XO does not believe
that these changes require any further approval by the Commission as they do not directly affect
the guarantees and security interest given by XO’s utility entities operating in this state.
However, should the Commission determine that additional approval is required, such approval
1s hereby respectfully requested.”’

Public Interest Considerations. Approving the transfer of control of XO, and the
secured loan transaction in the event that XO’s existing credit facility is amended, is in the public
interest. After the consummation of the transaction described herein, the Company will continue
to operate under its same names and operating authorities as at present. This transaction does not
involve any transfer of authorizations or change in carriers providing service to customers or any
change in the rates, terms or conditions of service. The Company’s management and the contact
for customer and Commission inquiries will remain the same for the operating subsidiaries of
XO after the transfer of control:

Cathleen A. Massey

Vice President — External Affairs/Assistant General Counsel
XO COMMUNICATIONS, INC.

1730 Rhode Island Avenue NW, Suite 1000

Washington, D.C. 20036

Telephone: (202) 721-0983

Fax: (202) 721-0995
Email: cathy.massey(wxo.com

It appears doubtful that such approval would be required in any event. See ARIZ. REV.
STATE ANN. § 40-301(D) (“The provision of this article shall not apply to foreign public
service corporation providing communications service within this state whose physical
facilities are also used in providing communications service in interstate commerce”).
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Thus, the transfer of control of XO will be transparent to customers and will not have any
adverse impact on them. The only change is in the ultimate ownership of the Company.

In brief, the proposed investment 1s necessary for XO to survive in the
telecommunications market. XO and other emerging telecommunications companies have
suffered over the past year amid the downturn in the technology and communications markets,
slowing demand, and a marked tightening of capital markets as investors shied away from
funding enterprises that were not generating net profits or had unfunded business plans. XO’s
results of operations have remained relatively strong. However, XO has not had access to the
capital markets to address its funding needs and XQO’s business plan is not fully funded.
Therefore, without the new investment and balance sheet restructuring, XO’s financial stability
could be significantly compromised. At that point, services to consumers in Arizona would be
adversely affected.

The proposed infusion of capital by Forstmann Little and Telmex will allow XO to build
upon its solid foundation with a strengthened balance sheet and significantly reduced debt and is
projected to result in a fully funded business plan. Specifically, XO expects to have sufficient
funds and cash generated from operations to pay for its operating expenses through the time at
which the business is cash-flow positive.

Thus, the proposed investment serves the public interest because it will strengthen XO
and is expected to enable it to meet its contractual and service obligations over the longer term.
The simple fact is that, without additional funding, XO may be forced to decrease services and
investment, and perhaps cease operations altogether. By contrast, the proposed transaction
should enable XO to provide high quality local, long distance, and broadband services to its

customer base.
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REQUEST FOR APPROVAL

XO Arizona requests approval of the transactions contemplated by the Stock Purchase
Agreement as described herein, to the extent such approval may be required, for the following
reasons. First, the company known as XO Arizona to Arizona consumers will not change. The
proposed change in ultimate ownership does not result in any fundamental change of the affiliate
entities that operate in Arizona. The same technical, managerial and financial expertise will be
maintained for Arizona consumers. XO does not intend -- as a direct or indirect result of this
transaction -- to change its Arizona rates or cut back on service offerings. Second, this
investment and the restructuring of which it is a part, is critical to the viability of XO going
forward. While XO has consistently met its customer revenue and sales targets in Arizona and
elsewhere, its rapid expansion to allow facilities based competition has been expensive. Due to
the magnitude of the investment in its facilities, including the Arizona facilities, the Company
cannot continue and complete its business plan without restructuring its finances. The additional
capital investment contemplated by the Stock Purchase Agreement is an important component of
this restructuring. Finally, approval should be liberally granted under the Affiliated Interest
Rules under circumstances such as these. Because XO faces competition in all of the services it
provides, there exists virtually no incentive or opportunity for XO to attempt to extract from
customers unduly high or above-market prices which could be used to subsidize unregulated,
affiliated interests. This is the harm addressed by the Affiliated Interest Rules. The competitive
telecommunications market effectively provides a natural safeguard against the improper
exploitation of telecommunication service profits by XO. This conclusion is consistent with this
Commission's rules governing the regulation of Competitive Telecommunications Services,

A.A.C.R14-2-1101, et seq.
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Accordingly, Applicants respectfully request that the Commission act on this Application

at 1ts earliest convenience and approve the transaction described in the Agreement.

405919

Respectfully submitted this 27th day of June 2002.

OSBORN MALEDON, P.A.

Andrew D. Hurwitz

Joan S. Burke

2929 North Central Avenue, Suite 2100
Phoenix, Arizona 85012-2794

(602) 640-9356

jsburke@omlaw.com

and

James J. Freeman

KELLEY DRYE & WARREN, LLP
1200 19th Street, NW Suite 500
Washington, DC 20036

Attorneys for XO Communications, Inc.
XO Arizona, Inc. & XO Long Distance, Inc.




CERTIFICATE OF SERVICE

[ hereby certify that the original and 10 copies of Supplemental Application of XO Arizona, Inc.
and Affiliates for Expedited Approval of Transaction, regarding Docket Nos. T-03775A-02-0389
and T-03601A-02-0389, were hand delivered this 27" day of June, 2002, to:

Arizona Corporation Commission
Docket Control — Utilities Division
1200 West Washington Street
Phoenix, AZ 85007

and a true and correct copy was hand-delivered on this 27" day of June, 2002, to:

Tim Sabo

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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EXHIBIT 1

Synopsis of Stock Purchase Agreement
and Related Documents from SEC Form 13D/A




Oa Januvary 13, 2002, the Invastors and X0 enterad into the Stock
Purchass Agreema2nt, a copy of which is attachad hereto as Exhibit 22

If the transactions contemplated by tha2 Stock Purchase Rgreement
are consummated, ths FL Investors, which aze under common coatrol with the
Peporting Persons, will, following the Restructuring, collectively become
the benaficial owners of 40.00% of the than-ouistanding shares of X0 common
stock. This will occur through their purchase froa X0 for $400,000,000 in
cash of the New Forstmann Little Shares. The Class D Comzmon Stock will be
identical to the Class A Common Stock in all respacts othar than certain
special voting rights describad more fully beslow and in the Amended and
Rastated Certificate of Incorporation. T
to ba purchased by the FL Investors will
share of Class A Conmon Stock under cert
fully b2low and in the Amendad and Reste

Zach share of Class D Common Stock
automatically convert into one
in circumstances described more
~A
d

21
ted Certificate of Incorporation.

The Stock Purchase 2greemant also providas that following the
Pestructuring, Telmsx shall purchase from XO the New Telmex Shares for
$400,000,000 in cash, which shares will represent or bs convertible into
40.00% of the then-outstanding shares of X0 common stock. Each share of
Class C Common Stock will ba convertibls into one share of Class A Common
Srock undar certain circumstances describzd more fully below and in the
Amended and Restated Certificate of Incorporation. The Class € Common Stock
will bz identical to the Class A Common Stock in all respects other than
certain spacial voting rights more fully dascribed below and in the Amendad
and Restated Certificate of Incorporation.

Restructuring. Th2 Stock Purchass Agreement p-ovxdas that it is a
on precedant to the obligations of the Invastors to consummate the
tions contexplated by the Stocx Purchase Agreement that the Company
a

u

18}

Yo

ve effected the Pastructuring, as dascribad more completely in the
rrchase Agreemant. The Stock Purchass Agreemant also provides that
ructuring must result in the n2w capitalization. Under the new
ization, XO lel nave no more thzn $1.034 billion in aggregate

with the following outstanding equity:
o'strnnw Little Sha:es, the New Telma2x Shares, with the remaining
e Company's o;:s:e:ding common stock being held by the Company's

t and other equity holdars, which are expected to include current
f the Company's outstanding da2b: securities. The Stock Purchase
mant further providas that it is e condition precedent to the
obligations of the Investors to consurmmate the transactions centemplated by
the Stock Purchase Agreamant that the Company's current bank credit
facility or a replacement bank credit fecility be in form and substance
reasonz2bly acceptable to the Investors. Tns parcentage of the outstanding
equity securities of the Company to bz hzald by the FL Investors, Telmex and
other equity holders is subject to adjustment based on the terms and amount
of the shares to bs purchassd by and eny grants of options made to the
manajament of the Company. o shares of the Company's existing Class B
Common Stock may be outstanding as of the Closing.

T

Y oot

A N0 OO0
~
oo
D

o 3w (b L0 b O v

31 0 v O3

b
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The Com Festructuring by means of an exchange
offer for the Company's cu-:51:ly outszanding public debt securities and
prefarred stock, by corxmancing a bankruptcy case in a bankruptcy court of
compzrent jurisdiction, by some combination of such actions or by any other
actions reasonably lxrel} to effect th2 rnew capitalization which are
acceptable to each Investor in its reasonable discretion. If a case is

cormmenced in bankruptcy courzt, the ordars of the bankruptcy court must be
final and non-appeallable and reasonably acceptable to the Investors as a
condition precedent to the Closing. Thz Company may commit up to
$200,000,000 in connection with the Pastructuring.

If a bankruptcy cese is commenced to effect the new
capitalization, the Stock Purchase Agresment provides that the Company
shall use its reasonable kast efforts to ensure that the confirmation order
granted in connection therewith shall release the Investors and their
respective affiliates and representatives from any litigation related to
the Company, its business, its governance, its securities disclosure
practices, the purchese of any of its szcurities and the investment and
Restructuring transactions contemplated by the Stock Purchase Agreement.

Representations and Warranties. The Stock Purchase Agreement
contains several representations and warranties of the Company to the
Investors. These representations and warranties, most of which are made at
the time of execution of the agreement and at Closing, address, among other
things, the following matters: (i) the Company's capitalization; (ii) the
Company's filings with the United States Securities and Exchange
Commissien; (iii) the Company's financial statements; (iv) the absence of
certain undisclosed material changes; (v) litigation relating to the

Company, its assets and the transactions contemplated by the Stock Purchase
Agreement; (vi) the Company's network facilities; (vii) the Company's
regulatory compliance; (viii) fee commitments; and (ix) several other

matters relating to the Ccmgzany's business, operations and compliance with
laws and agreements.

Closing Conditicns. The Stocr Purchase Agreemant provides that
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transactions contemplated by the agre
or waiver by such party of saveral co
without limitation, the following: (i) t the representations and
warranties of the Company shall b2 true and correct as of the time each is
mada; (ii) that the Company and the Investors have executed, filed or
adopted the Stockholders Agreement, a registration rights agreement
substantially in the form attached hereto es Exhibit 24 (the "Registration
Rights Agreemsnt")}, the proposed Amended and Restated Certificate of
Incorporation and the Restared Bylaws; (1ii) that after giving effect to
the issuance of the New Common Shares pursuant to the terms of the Stock
Purchass Agreement, the complete capital structure of the Company shall be
the new capitalization effected by the Restructuring; (iv) the absence of
litigation instituted aga2inst the Company or for which the Company would
have obligations to indemnify any person which would be reasonably likely
to result in a material adverse efrfect on the business, operations, assets,
financial condition, prospects, or results of opesrations of the Company and
its subsidiaries i.e. taken as a whole (a "Material Adverse Effect"); (v)
that certain senior managsment positions at the Company shall be held
either by the person who H=ld such position on the date of the Stock
Purchas= Agreemant or another person acceptable to each Investor; (vi) that
there shall not have occur ed any event, circumstance, condition, fact,
effect or other matter since the exscution of ths Stock Purchase Agreement
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which, individually ox in thes aggregate, has had or would reasonably be
expected to have a Material Adverse Effect or e material adverse effect
upon the ability of the Company to perform any material obligation under
tha agresmant or to consuzmate the transactions contemplated by the
ajreemant; (vii) that ths Company and the Investors have obtained all
raterial regulatory approvals, including without limitatien, the consent of
the United States Federal Cormmunications Cormmission, and competition
approwvals; and (viii) that aay and all litigation pending or threatened
agains: the Company, thes Investors or thair representatives or affiliates
related to the Company, its business, its governznce, its securities
regulatory disclosure practices, the purchase or sale of any of the
Company's equity or dab: sacurities, the investment or the Pestructuring,
shall have been resolved in a manner that is satisfactory to each Investor
in its sole discretion (othar than Ordinary Course Litigation (as defined
thersinl}.

Covenants. The Stock Purchase Rgreern
interim period batwe2en the execution of the Stock Purchase Agreement and
the Closing, the Company will conduct its business in the ordinary course
and will not take certain specified actions without the prior written
cons=az of the Investors, excep:t as contemplated by the Stock Purchase
Agreamant. Such prohibited actions include, without limitation: (i) the
incurrence of additional indabtedness (subject to certain exceptions);
changss to any of the Company's mathods of accounting or accounting
practices; (iii) the repurchase or redemption of the Company's equity
securities (subject to certain exceptions); (iv) the issuance of additional
equity sacurities (subject to certeln exceptions): (v) the declaration of
any dividends; (vi) the redsmption or desfeasznce of any of the Company’s
outstanding publicly-traded debt securities or other indebtedness; (vii)
the amaadment of tha Company's certificate of incorporation or bylaws;
(viii) any actions reasonably likely to result in the breach of any of the
Company's representations and warranties mede in the Stock Purchase
Agrezmant or the failure to satisfy any of the conditions precedent to
Closing; ({ix) actions adversely affecting the Company's insurance coverage;
(x) material increases in the compensation or benefits of the Company's
employses (except for certain permitted payments under certain bonus and
retention bonus plans); and (xi) the sale, lease or other disposition aay
of the Company's material assets {subject to certain exceptions).
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(ii)

The Stock Purchase Agreement provides that the Company must keep
the Investors informed regarding the receipt of certain proposals or offers
for significant transactions or the negotiations in connection therewith.
The Stock Purchase Agreement provides that the Company must cause each of
its executive officers and directors, and use its reasonable best efforts
to cause each holder of five percent or more of its corwon stock, not to
sell any of their equity securities for six months and one year,
respectively, from the Closing. The Stock Purchase Agreement also provides
that the Company and the Investors will cooperate in several respects and
use their reasonable bast efforts to satisfy the conditions precedent to
the consummation of the purchase of the New Forstmann Little Shares and the
Mew Telmex Shares.

The Stock Purchase Agreement further provides that the Company




and the Investors will use tha2ir rsasona:le best efforts to revise the
existing documantation and agresments, inzluding the Stock Purchase
Rgreement and the exhibits thereto: (i) to the extent nacessary to
consummate the transactions contemplated by the Stock Purchase Agreement if
Telmex's current investment would b2 unlirely to result in regulatory
approval of the transaction; (ii) if either Investor shall have assumed the
rights of the other Investor under the Stock Purchase Agreement; and (iii)
to dafine the relative rights and prefersnces of e to-hba-dstermined class
of the Company's common StoCk that may b2 issued to certain members of the
managenent of the Company.

Termination. The Stock Purchass Agresmsnt provides that each
Investor has the right to terminate ths agreement upon certain evants,
including without limitation: (i) if thes parties aze unable to obtain the
necessary regulatory consents and other approvals by certain dszadlines;
(i1} if the Company has breached any of its represantations or warranties
and such breach shall have a Materlal Adverse Effesct; (iii) if any fact,
circumstance or other matter has occurred or exists which would or would
reasonably be likely to give rise to the failure of any of the conditions
precedant to the obligations of each Invastor to consummate the
transactions contemplated by th2 Stock Zurchase Agresmsat and such fact,
circumstance or other matter cannot ba cured within twenty days; (iv) if
the Company has not taken certain actiosns in the bankruptey court to have
cartain fees, expenses and payments approved by the bankruptcy court; and
(v} if the other Investor has terminated the Stock Purchase Agreement. In
rost instances, if eithar Investor shall terminate th2 Stock Purchase
agreement in accordance with its rights of termination thereundsr, the
non-terminating Investor may assume the rights and obligations of the
terminating Investor.
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that the Coxmpany has the
right to terminate th2 agresmsnt upon cartain events, including without
limitatioa: (i) if the board of directers deems it nacessary to accept an
alternative proposal received by the Company; (ii) 1if either Investor
terminates the agreement and the non-terminating Investor doss not

The Stock Purchase Agreamenl provides

term
such terminating Investor's rights and cbligations under the Stock
Agreament; (1ii) if the Closing shall not have occurred by certain
deadlines; (iv) if either Investor has treached any of its representations
or warranties in any material respact; and (v) if any fact, circumstance or
othar matter has occurred or exists which would or would reasonably be
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likely to give rise to the failure of any of the conditions precedent to
the obligations of the Company to consurmate tne transactions contemplated
by the Stock Purchase Agreemant and such fact, circumstance or other matter
cannot be cured within twanty days.

Break-Up Payment. If the Comp2ny propos2s to terminate the Stock
Purchase Agreemsnt to accep:t an alternative propos2l received by the
Company, each Investor will be entitled to receive a break-up paywent froa
= implied, pre-money enterprise value
b

of the Company, which shall be datermi
principles and valuation mathodology
Purchase Agreement.

4 using accounting mathods and

the Company equal to one parcent of th
i
s forth in a schedule to the Stock
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Expense Reimbursexasnt. The Stock Purchase Agreement provides that
the Company will reimburse the Investors for their reasonable,
out-of-pocket, documented costs and exsa2nses incurred in connection with
the Stock Purchase Agreement and the transactions contemplated thereby up
to 514,000,000. Any and all expenses {including, without limitation, legal
fees) incurred by the Investors in enforcing any provision of the Stock
Purchase Agreement or any other transaction document contemplated thereby
shall not be subject to such maximum reimbursement amount.

As described above, the obligation of each Investor to complete
the transactions contemplated by the Stock Purchase Agreement are subject
to the satisfaction or waiver by such Iavestor, at or prior to the Closing,
of a nurber of conditions including, without limitation, the execution and
delivery by the Company and each of the Investors of the Stockholders
Agresment, the filing by the Company with ths Secretary of State of the
State of Delaware of the Amended and Pastated Certificate of Incorporation,

and the adoption by the board of directors of the Company of the Restated -
Bylaws.

Stockholders Agreement, Restated Bylaws and
Amended and Restated Certificate of Incorporation




Election of Directors. The Stockholdars Aq*ee”en:, a form of
which is attachad hereto as Exhibit 23, and the Restated Bylaws, a form of
which is attached hereto as Exhibit 28, provide that, following the Closing
and prior to the Board Reprasantation Date (dafired below), the number of
directors on the board of ciractors of the Company shall be fixed at twelve
and, at end after the Boaxrd Pepresentation Date, the board of directors may
be expanded to includs such number of directors as are reguired by any
stock exchang2 or gquotetion system on which the Company's common stock is
quoted or listed. The Stockholdsrs Agresment contemplates that the initial
board of directors will irnclude those designees appointed or nominated by
the Investors as dascribed balow, the Chief Exscutive Officer of the
Company and such number oI other independant directors as shall be required
by any stack exchange or giotation system on which the Company's common
stock is quoted or listed 2nd which independant directors shall bz approved
by each of the Investors. Thes term "Board Represantation Date"” means the
earlier of: (i) the first cdzte on which the board of directors has received
written notice from Telmax that Telmax dasires to designate directors to
the board pursuant to thz Stockholders Agreesment, and Telmex has determined
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in good faith, after coasu ion with its legal counssl, which counsel

shall b2 an outside law firzm of national reputation, that one or more

directors, officers or employeas of Telmex or a subsidiery of Telmex can

bacoma directors without v'olatlng Szction 8 of the Clayton Rntitrust Act

of 1914, as emendad; and (i the first date upon which any director,
officer or employee of Telzsx or a sudsidiary of Telma2x is elected or
spointed as a director ol thez Company.

Tna reament and Pestated Bylaws provide that,
following ths T to the Board Representation Date, so long
as the FL Inva ly own shares of Company common stock
representing at leas’ 10~ cf the outstanding shares of Cempany common
stock, tha TL Investors snall have the right to appoint or nominate to the
board of direztors of the any the putber of directors eguzal to the sum
of (A) (1) & fraction in the numsrator is the totel nuxber of
outstancing shares of Comza2 common stock beneficially ownad by the FL
Investors, and the d2 r is tha total nuxber of shares of Company
cozmon stocr outstanding, multiplied by (ii) the total nus! of directors
on ths board of directo:s, roun ded uD to the nearest whole number, plus (B)
(i} a fraction erator is the total nurmbar of outstanding
1:

shares of C % beneficially owned by Te ., and the
danoninator eumser of shares of Company common stock
ouzstanding - (i1} the total pumber of directors on the board
of dire»to:s, :ounded ug o th2 nearest whole number. Mo thstanding the
foregoing, th2 Stockholdzrs Zgreement provides that the Investors shall,
in connacticn with such atsgciatment or nomination, incluZz axmong its
appointess or rominess, if so reguasted by Telmex by written notification,
vp to that number, rcundsd up to the next whole numbar, ol individuals
rominezed by ndapendant Dasigness”), who are
independant with, either Telmaz or ths Company,

he total number of directors on the board
rualtiplied by (ii) e fra in which the numarator is the total number of
outstanding shares of Co 1y common stock beneficially cwned by Telmex,
and the dengminator is the total numbar of shares of Company common stock
outstanding; provided that the total number of Telmex Independent Designees
may at no time excead thz nu:ber of directors on the board of directors
eppointed or nominated by the FL Investors (excluding Telmex Independent
Design2ss). At the Board Pepresentation Date, the Telmex Independent
Designees sh2ll resign fron the boazxd of directors and shall be replaced by
directors nominated or agzointed by Telmex pursuant to the following
paragréeph

egual to th2

Trhe Stockholders Agreement and Restated Bylaews provide that at
and after thz Board Pepresentation Date, so long as an Investor
beneficially own shares of Company common stock represanting at least 10%
of the outstanding shares of Company common stock, such Investor shall have.
the right to appoint or rnominate to the board of directors such number of
directors, rounded up to the next whole number, equal to the product of (i)
a fraction in which the numerator is the total number of outstanding shares
of Company common stock owned by such Investor, and the dsnominator is the
total number of shares of Company common stock outstanding, multiplied by
{ii) tha to:al number of directors on the board of directors. The
Stockhaldars Agreemsnt further provides that, both before and after the
Board Representation Date, the FL Investors and Telmex will vote their
respective shares of Company common stock for the election of the nominees




¢Z ths othar Investor to tha board of directors of ths Company.

Quorum Pequirements. The Stockholders Agreement and the Amended
and PRastated Certificate of Incorporation further provide that, during such
time as the FL Investors basneficially own shares of Company common stock
rapresenting at least 10% of the outstanding shares of Company common
stock, ths board of directors may not take any action unless a quorum
consisting of at least ona designee of the FL Investors is present, and
during such time as Telmax beneficially owns shares of Company common stock
representing at least 10% of the outstanding shares of Company common
stock, the board of directors may not take any action unless a quorum
asnsisting of at least one Telmex designee (which, prior to the Board
spresentation Date, shall be a Telmex Independsnt Designee, to the extent
a Telrmax Independent Designee has been designated pursuant to the
Stocknolders Agreement) is present.

Mg

Non-Voting Observer and Consultation Rights. In addition to its
to dasignate directors (or prior to ths Board Representation Date,
Indzpendent Designeass) to the board of directors of the Company, the
olders Agreement provides that, prior to the Board Representation
and so long as Telmex beneficially owns shares of Company common stock
esenting 10% or more of the outstanding shares of Company common stock,
% shall have the right to designate up to two non-voting observers to
ard of directors which observers shall have access to certain

(o8]

[e]
1o O o
AT DT

oA

S AT S A7 N B
ocr

0 N VR TR (TR L B 1V S

-

titled to attend all regular and special meetings of the board of
rectors, and any meating of any committee therecf, but shall not have any
ght to vote at such meatings. Moreover, prior to the Board Pepresentation
ta, the FL Investors shall consult with representatives of Telmex at

ast monthly and, to the extent consistent with applicable law, shall
ar
os
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e information with Telmex regarding the business, finances and
pects of the Company.

STV I oo BTN O W & i EE 4

X

Committess. The Stockholders RAgreement and the Restated Bylaws

2 that, subject to certaein conditions and exceptions, so long as an
tor beneficially owns shares of Company common stock representing at
103 of the outstanding shares of Company common stock, each Investor
hava the right to hawve at least ons of its director designees (which,
nhe case of Telm2x, prior to the Board Representation Date, shall be a
lm2x Indapendent Designee, to the extent a2 Telmex Indapendent Designee
s been designated pursuant to the Stockholdars fAgreement) sit on each
cormittee of the board of directors. The Stockholders Agreement and the
:-2nd2d and Pestated Certificate of Incorporation further provide for ths
creation of a five-mambar executiva ccmmittes (the "Executive Committes"),

ich shall include the Cnief Executiva Officer of the Company. Prior to
Board Representation Date, the FL Investors shall have the right to

(1) three of theair director da2signees on the Executive Committee so

as the FL Investors b2n2ficially own shares of Company common stock
esenting 15% or more of the outstanding shares of Company common stock
(ii) two of their director design22s on the Executive Committee so long
as the fL Investors bereficially own shares of Company common stock
epresenting at least 10% of the outstanding shares of Company common stock
less than 15% of the outstanding shares of Company comnon stock. Prior
o the Board Representation Date, Telmex shall have the right to have one
Telmex Independent Designe=e on the Executive Committee so long as Telmax
neficially owns shares of Company common stock representing at least 10%
the outstanding shares of Company common stock. After the Board
resentation Date, each Investor shall have the right to have (i) two of
director dasignees on the Executive Committee so long as such Investor
neficially owns shares of Company common stock representing 15% or more
the outstanding shares of Company common stock or (ii) one of its
irector designees on the Executive Committee so long as such Investor owns
shares of Company common stock representing at least 10% of the outstanding
shares of Company common stock but less than 15% of the outstanding shares
0f Company common stock. The Stockholders Agreement contemplates that the
initial Executive Committee will consist of the Chief Executive Officer of
the Company, three designees of the FL Investors and one Telmex Independent
Cesignee.
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The Stockholders Agreement and Amended and Restated Certificate
of Incorporation provide that the Company shall not, without the approval
0of (x) prior to the Board Pepresentation Date, at least three-fifths of the
rembers of the Executive Committee, or (y) at and after the Board
Pepresentation Date, at least two~thirds of the members of the Executive
Committee: (i) adopt a new business plan, materially modify the business




plan or take any action that would constitute a material deviation from tha
business plan; (ii)} approve or recommend a marger (other than a mergsr of a
wholly-owned subsidiary of the Company with and into ths Company),
consolidation, reorganization or recapitalization of the Company or any
sale of all or a substantial portion of ths assets of the Company and its
subsidiaries, taken as a whole (a "Major Eveat"); (iii) acquire, by
purchase, merger or otherwise, in one transaction or a saries of related
transactions, any equity or other ownership interest in, or assets of, any
person in exchange for consideration with a fair marke: value greater thaa
$100 million; (iv) with certain limited exceptions, authorize for issuance
or issue any equity securities or equity derivative sscurities in one
transaction or a series of related transactions with a fair market value a:t
the time of issuance in excess of $100 million; (v) purchase, redsam,
prepay, acquire or retire for value any shares of its capital stock or
securities exercisable for or convertible into shares of its capital stock
other than as required under the terms of such capital stock or securities;
(vi) daclare, incur any liability to declare, or pay any dividends, or make
any distributions in respect of, any shares of its capital stock other than
as required under the terms of such capital stock; (vii) redeem, retire,
defease, offer to purchase or change any material term, condition oz
covenant in respect of outstanding long-term indsbtedrn2ss other than as
required under the terms of such indebtedness; (viii) with certain limited
exceptions, incur indebtedness in one transaction or & series of related
transactions in excess of $100 million in aggregate principal amount; (ix)
make any material change in its accounting principles cr practices (other
than as reguired by GAAP or recormended by the Company's outside auditors),
or remove the Company’s outsides auditors or appoint raw auditors; or (x)
appoint, or terminate or modify the terms of the employment of, any member
of the Company's senior management as dascribed in thz Stockholders
Agreemant, and any of their successors or replacements, and any other
persons of a similar level of authority and responsibility in the
organizational structure who are appointed after the date of the
Stockholders Agreement.
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Notwithstanding the foregoing, ths Stockholdars Agresment and
hrandad and Restated Certificate of Incorporation further provids that if
any of such significant corporate actions are proposzd but not approved by
the Executive Committee by the requisite three-£fifths "ajo ity (oz, at and
after the Board Pepresentation Date, the regquisite two-thirzds r=]o-xty) of
the Executive Committee, then the Investor designess cn the Execu
Committee shall attenmpt in good faith to resolve any objections any such
Investor designee may have to the proposal and, if the Investor dasignees
on the Executive Comnittee are unable to resolve in good faith tha
disagreemant within 30 days after the Executive Cc:.;t:ee ree:in~ at which
tha matter was not approved, any mamber of the Ex shall be
entitled to present such issue to the boazd of di:e:: ors where th- issus
may b2 adopted or rejected by a majority vote of ths board of directors.

civa

Veto Rights. The Stockholders Rgreemen: ed and Restated
Certificate of Incorporation also provide that so boled i) an Investo:
owns shares of Class A Common Stock representing at least 20% of the
outstanding Company common stock and (ii) no Major Event nor any
acquisition by any "person” or any "group” of persons (as such terms are
usad for purposes of Rules 13d-1 and 13d-5 under the Sscurities Exchange
Bct of 1934) of more than 50% of the total number of outstanding shares of
Company common stock shall have occurred, the approval of at least one
director designee of such Investor shall be required before the Company may
take any of the following actions: (i) amend, alter or repeal its
certificate of incorporation or bylaws, or any part thereof, or amend,
alter or repeal any constituent instruments of any the Company subsidiary,
or any part thereof; (ii) enter into any transaction with any affiliate
(other than a wholly owned subsidiary of the Company), officer, director or
stockholder of the Company, except for compensation and benefits paid to
directors and officers in the ordinary course of business and other than
those entered into concurrently with or prior to the Closing; (iii) file
any voluntary petition for bankruptcy or for receivership (including a
voluntary petition for the liquidation, dissolution or winding up of the
Company or any of its subsidiaries other than a liguidation of a subsidiary
in which all the assets of the liquidating subsidiary are distributed to
the Company or another subsidiary of the Company) or make any assignment
for the benefit of creditors; (iv) adopt any stockholder rights plan or
other anti-takeover provisions in any document or instrument; or (v} issue
or agree to issue any Company preferred stock.

Voting Rights. In addition to the corporate governance rights of
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the Investors arising cu:z o eir icipation on ths board of directors
of the Company or on thg Ixelutive ittee dascribed above, the Amanded
and Restated Certificaete of Incorporazicn also provides that the Investors
shall have certain additional gove ce rights through their ownership of
Class C Common Stock and Class D C n Stock.

Pursuant %to ths Amandad anid

2 Pestated Certificate of
Incorporation, at any tima at which tha2re remain outstanding any shares of
Class C Common Stock or Class D Comman Stock, the affirmative vote of the
holdars of a majority oI th2 outstanding shares of Class C Common Stock,
voting as a separate class, and the eifirmative vote of the holdsrs of a
majority of the ouista ng shares oI Ciass D Common Stock, voting as a
separate class, shall b2 reguirad bzIoze the Company may consummate a Major
Event. In addition, if, at any time priecr to the Board Representation Date
there are any outstanding shares of Class C Common Stock, the affirmative
vote of the holdars of a majority of ths outstanding shares of Class C
Common Stock, voting as a sszparate class, shall be reguired before the
Company may {i) acguirs, by puzchass, merger or otherwise, in one
transaction or a series of related transactions, any equity or other

ownership interest in, or assats of, any person in exchange for
consideration with a fair market valus greater than 20% of the Company's
consolidated net asssts daternined in :co*d=1ce with GAAP; (ii) with

certain limited excaptions, authori issuance or xssue any equity
securities or eguity & vative sac. s in one transaction or a series
of related transacticns with a fair t value at the time of issuance in
excess of $100 million; (iii) with in limited exceptions, incur
indsbtedness in one transaction or ies of related transactions in
excess of $100 millicn in aggregate ipal amount; (iv) aménd the
Company's certificate ¢ incorporat bylaws; or (iv) issue or agree to
issue any Company preferred stock.

Stockholders Agresment provides that,
each Investor agrees that, so long
wns shares of Conmpany common stock

except for ce:x ta‘r
as ths othesr Inves:

(/]

representing 20% or cstanding shares of the Company comron
stock, it shall no: 2 each of its affiliates not to, either
alons or as part of suzh term is used in Section 13d-5 of ths
Securities Efchan 2 AC and such Investor will rot, and will
caus2 each of its affl ¢, advise, assist or encourage others to,
directly or indirectly 2 prior written consent of the other
Investor: (i) acguire, jzes to acguire, or become the
beneficial owner of or in respect of any shares of Company
common stock, o:thar € ies ¢ the Company oz other securities
chan

convertible or ex
solicit proxies or co
{as such terms are de
Exchange Act of 1934

securities of the Cem
stockholdaer proposal

(\J

ty sacurities of the Company; (ii}
2 & "participant” in a "solicitation”
in Pagulation 14A under the Securities
conssnts with respesct to any voting
e or bscome a participant in any
cntest” with respect to the Company or
induce othars to initd i @2, or otharwise seek to advise or
in‘luence any parson 2 voting of any voting securities of
ion of directors or with respect to
2 of incorporation or bylaws that
of directors on the board of
directors: (1&1) form, encourage or pa:t1c1pate in a "person" within the
meaning of Section 13(d)(3) of ths Securities Exchange Act of 1934 for the
purpose of taking any actions described in this paragraph; (iv) initiate
any stockholder proposals for submission to a vote of stockholders, with
respect to the Company; or (v) offex, se2k, or propose to enter into any
merger, acquisition, tender offer, sale transaction inveolving a substantial

portion of the Company’'s assets or other business combination involving thes
Company.
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Transfer Restrictioans. In addition to the foregoing provisions,
the Stockholdesrs Agresmant contains certain restrictions on the sale or
transfer, by the Invastors and thzir permitted transferees, of Company
common stock. Genzrally, except for certain limited exceptions or with the
prior written approval of the other Investor, no Investor may, prior to the
fourth anniversary of the Closing, directly or indirectly, sell, assign,
transfer or otherwiss disposz of, by merger, consolidation or otherwise
(including by opsration of law), or pledge or otherwise encumber, any the
Company common stock acquired by such Invester pursuant to the Stock
Purchase Agreement and any sacurities issued or issuable with respect to
such shares of comxon stock by w2y of a stock split, stock dividend or
stock combination, or any shares of cormmon stock issued in connection with




Preemptive Rights. The Stockholders Agreement provides that,
excep: for certain excludad issuances, the Company shall not issue, or
agree to issue: (i) any equity securities of the Company or any of its
subsidiarie; (ii) any options, warrants or other rights to subscribe for,
purchase or otherwise acqgu ire any equity securities of the Company or any
of its subsidiaries; or (iii) any other sscurities of ths Company or any of
its sumsidiaries that are coavertible into or exchangeable for any equity
securities of the Company or any of its subsidiaries unless, in each case,

czny shall have first offered to each Investor the opportunity to
purchass its pro rata parcantage of any such issuance. The number of
securitias (or principal amcunt of debt sescurities) to bs offered to each
Inves=or in connection with the exercise of its preemptive rights shall be

2nt equal to the p'odu:t of (i) the total number of sescurities (or
total principal amount oI dsbt securities] to be issuad in the issuance
rmultiplisd by (ii) a fraction in which the numerator is the number of
shares of Company cormon stock beneficially owned by such Investor and the
~inztor is the aggregate number of shares of Company common stock
beneficially owned by 211l Investors exercising preemptive rights, in each
case izmediately prior to such issuance. So long as there remain

ng any shares of Class C Common Stock, and subject to certain
limitzzions, Telmex shall have the right to purchase shares of Class C

-~ Stock in the exercise of its preemptive rights and the FL Investors
shall nzve the right to purchase shares of Class D Commoa Stock in the
exercisa of its pre-emptive rights.

Right of First Peiusal. The Stockholders Agreement further

provizZas that, from and after the fourth anniversary of the Closing, if the
Company receives a bona fidz proposal from any person for a Major Event (a
"Major Tvent Drooosal"), the Company shall notify the Investors of the
Major Zwent Prooosal and provids them with certain information. Promptly
upon razeipt of notice of 2 Major Event Proposal, the Investors shall
engag2 in good faith discussions regarding the desirability and timing of
the prozosed Major Even: and sha2ll endaavor, within a spacified period of

gree with res“e:: to whether to support or reject the Major Event
If the Inve rs agree to sugport or reject tha Major Event

then the Ma]o- Zvent Proposel shall be submitted to the Executive
for approval or rejection in accordance with the provisions
above. If the Investors are tnable to agree on whather to supgport
the Major Evs pProposal, than the Investor which objects to

of the Major at Proposal shall bs entitled, for a specified
time, and subject to certain conditions and restrictions, to
bona-fide prossszl for an alternative Major Eveal (a "Competing

) and negotiat= or otherwise engage in discussions with eny person
pact to such Comp2ting Proposal

1 O 't

Following this solicitation period, & m2eting of the board of
direzzors shall be held at which the board of directors shall consider both
the Ccrzating Proposal and the Major Zvent Proposal. The board of directors
shall aZopt the Compating Proposal if the board of directors determines, by
majority vote, that the Competing Proposal is at least as favorable to the
Coxmpany's stockholders in all materiel respects, and is as likely or rore
likely to bes consummated, as the Major Event Proposal. If the board of
direztors approves the Competing Proposal, such Competing Proposal shall be
reccrmendad by the board of directors to the stockholders of the Company.
If tha boa:d of dizevto s approves the Major Event Proposal, the Company

tra.s
Propc

Registration Pights Agreement

The Stock Purchase Agreement provides that concurrently with the
Closing, the Investors and XO shall enter into the Registration Rights
Agresza2nt, the form of which is attached hereto as Exhibit 24. The
Registration Rights Agresment provides that the Investors and their
ted transferees shall each be entitled, subject to certain terms and
conditions, to reguire the Company to register shares of Class A Common
Stocx acquired pursuant to the Stock Purchase Agreement or into which
shares acquired pursuans to the Stock Purchase Agreement are convertible or
have besen converted. Tha Pegistration Rights Agreement contains customary
tercs, conditions and rights, including, without limitation, rights to
incidantal registratioa.




The foregoing description of the Stock Purchase Agreenment,
including all exhibits thereto, is not intended to be complete and is
qualified in its entirety by the complete text of the Stock Purchase
Agreement, including all exhibits thereto, which is incorporated hareirn by
reference. The Stock Purchase Agreement is filed as Exhibit 22 hereto.

ITEM 7. Material to be Filed as Exhibits

Item 7 is hereby amended as follows:

1. stock Purchase Agreemsnt, dated December 7, 1999, among X0 (f/k/a
NEXTLINK), M30-VII and Equity-VI.*

(£/k/a NEXTLINK), MBO-VII and Equity-VI.*

3. Certificate of Designation of the Powers, Preferences and Relative,
Participating, Optional and Other Special Rights of Series C
Cumulative Convertible Participating Preferred Stock and
Qualifications, Limitations and Restrictions Thereof.*

|
} 2. Registration Rights Agreement, dated as of January 20, 2000, among X0
|
|

4. Certificate of Designation of the Powers, Preferences and Relative,
[ Participating, Optional and Other Spacial Rights of Series D
Convertible Participating Preferred Stock and Qualifications,
t.imitations and Restrictions Thereof.~*

5. Assignment and Assumption Agreement, dated January 19, 2000, batwsen
Equity-VI and FL Fund.*

(23

Joint Filing Agreemsnt.*

7. Stock Purchase Agreement, dated as of June 14, 2000, among XO (£/x/a
NEXTLINK), MBO-VII and Equity-vI.~

8. Amended and Restated Registration Rights Agreement, dated as oI J:uly
6, 2000, between XO (f/k/a NEXTLINX) and the FL Partnerships.*

9. Certificate of Designation of the Powers, Preferences end Relative,
pParticipating, Optional and Other Sgzecial Rights of ths Series G
Cumulative Convertible Participating Preferred Stock and
Qualifications, Limitations and Restrictions Thereof.*

10. Certificate of Designation of the Powers, Preferences and Relativs,
participating, Optional and Other Special Rights of Series G
Convertible Participating Preferred Stock and Qualifications,
Limitations and Restrictions Thereof.*

11. Agreement and Waiver, dated as of June 14, 2000, among X0 (£/x/2
NEXTLINK), M30-VII, Equity-VI and FL Fund.*

12. Amendment and Stock Purchase Agreement, dated as of April 25, 2001, by
and between X0 and the FL Partnerships.*

13. Form of Second Amended and Restated Pegistration Rights Agreement,

dated as of , 2001, to be entered into by and betwsen X0 and the
FL Partnerships.*

14. Form of Amended and Restated Certificate of Designation of the Powsrs,
: Preferences and Relative, Participating, Optional and Other Special
| Rights of the Series C Cumulative Convertible Participating Prefesrred
Stock and Qualifications, Limitations and Restrictions Thereof.=

15. Form of Amended and Restated Certificate of Designation of the Powsrs,
Preferences and Relative, Participating, Optional and Other Special
Rights of the Series C Convertible Participating Preferred Stock and
Qualifications, Limitations and Restrictions Thereof.*

16. Form of Amended and Restated Certificate of Designation of the Powers,
Preferences and Relative, Participating, Optional and Other Special
Rights of the Series G Cumulative Convertible Participating Preferred
Stock and Qualifications, Limitations and Restrictions Thereof.*

17. Form of Amended and Restated Certificate of Designation of the Powers,







EXHIBIT 2

Ownership Diagrams of XO Pre- and Post-
Transfer of Control
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EXHIBIT 3

Press Release




Exhibit 99.1

X0 COMMUNICATIONS INITIATES DUAL TRACK CHAPTER 11 FILING TO
IMPLEMENT RECAPITALIZATION

PARENT COMPANY TO REORGANIZE UNDER CHAPTER 11--ALTERNATE TRACKS CONTEMPLATED,
EITHER WOULD RESULT IN SUCCESSFUL REORGANIZATION

OPERATING SUBSIDIARIES NOT INCLUDED IN FILING; COMPANY HAS MORE THAN $500
MILLION AVAILABLE TO FUND OPERATIONS THROUGE FINANCIAL RESTRUCTURING

Reston, Va. (June 17, 2002) - XO Communications, Inc. (OTCBB: XO0X0O) announced
today that it has taken an important step necessary to implement a balance sheet
restructuring and has filed a voluntary petition to reorganize under Chapter 11
of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court for the Southern
District of New York.

The Chapter 11 filing is limited to the parent corporation, XO Communications,
Inc. No operating subsidiaries of XO are part of the filing. Accordingly, the
filing is not expected to affect the subsidiary operating companies’
relationships with customers and vendors. XO does not expect any reductions in
workforce or facility closings as a result of the filing and will continue to
pay employees and provide employee benefits without interruption during the
reorganization. The filing was made following lengthy negotiations with various
potential investors and XO creditor constituencies in which a number of
alternative investment and restructuring transactions were proposed and
considered.

Concurrent with the Chapter 11 filing, XO submitted a two-pronged plan of
reorganization that includes two alternative restructuring scenarios, both of
which are intended to result in a successful reorganization and restructuring of
X0's balance sheet. The first would implement the transactions described in the
previously announced investment agreement with Forstmann Little & Co.
("Forstmann") and Telefonos de Mexico S.A. de C.V. ("TELMEX") (the "Investment
Agreement") if it is completed. This action to proceed with the Investment
Agreement is also taken with the support of lenders representing more than a
majority of the loans outstanding under XO's $1 billion secured credit facility.
To complete the transaction




certain conditions must be met. Forstmann Little and Telmex have recently said
that they believe that these conditions will not be met and have asked XO to
consider terminating the agreement. XO currently has no plans to terminate the
Investment Agreement and, as previously announced, does not believe that
Forstmann and Telmex are entitled to terminate the agreement unilaterally.

However, because the Company cannot be certain whether all of the conditions to
closing the Investment Agreement will be satisfied, the plan of reorganization
also includes a stand-alone restructuring plan that XO plans to implement if the
Investment Agreement 1s not consummated and if a superior alternative is not
presented to the Company. This stand-alone plan provides for the conversion of
the $1 billion in loans under the secured credit facility into common equity and
$500 million of pay-in-kind junior secured debt. The informal steering committee
of lenders under the secured credit facility has indicated that it is prepared
to support, and recommend that the lenders under the secured credit facility
approve, the stand-alone restructuring subject to the preparation of definitive
documentation and the completion of customary internal bank approval processes.

The stand-alone plan permits the Company to seek to obtain additional funding
needed for its business plan by issuing common equity through a $250 million
rights offering to be made to the Company's senior unsecured creditors and, to
the extent that the offer is not fully subscribed by the senior unsecured
creditors, to the holders of the Company's subordinated debt and preferred and
common stock. Additionally, it permits any shortfall to be covered by up to $200
million in new senior secured loans ranking senior to the new junior-secured
debt, although no agreements for this financing have been reached.

"We are gratified that our secured lenders have the vision and confidence to see
beyond today's troubled times and to recognize the potential long-term value of
our company," said Dan Akerson, XO's Chairman and Chief Executive Officer. "We
believe that our Investment Agreement with Forstmann Little and Telmex continues
in full force and effect and provides for better overall economic recoveries for
our creditors. While we have every intention of enforcing our rights under this
Agreement we are also prepared to move forward with a standalone plan that
provides clarity and assures our customers, vendors and employees that the
company is moving forward with a plan that will achieve our goal of
restructuring our balance sheet and




provide the necessary financial stability for the company to emerge as a strong
and viable competitor in the telecommunications industry."

Because the Chapter 11 filing directly affects only XO Communications, Inc., and
not its operating subsidiaries, XO will conduct business as usual with regard to
its customers and will continue to provide its customers with innovative
broadband communications solutions and services throughout the United States.
During the reorganization process, vendors, agents and others who conduct
business with XO's operating subsidiaries are expected to be unaffected. The
smaller group of XO vendors dealing directly with the parent corporation will be
subject to the Chapter 11 process and will receive additional informaticn as
part of the process.

"This financial restructuring and the related Chapter 11 filing are not a result
of operational issues, but are driven by a need to deleverage the Company and
resolve our balance sheet issues," commented Akerson. "Simply stated, the
Company has too much debt, given the current and projected level of business
operations."” Since XO announced its initial restructuring plans in November
2001, XO has continued to effectively add new customers and serve its existing
customers, and has reported consistent operational results despite a difficult
business enviromnment. During the fourth guarter of 2001 and continuing in 2002,
X0 implemented a sexries of expense reduction and cash conservation initiatives.
Late last year, XO also disclosed that it would not make cash interest and
dividend payments on its unsecured notes and preferred stock beginning on
December 1, 2001. XO noted that its improving trend in EBITDA loss and its
recent completion of several significant non-repeating capital projects are
expected to result in a further decrease in the rate at which it is using its

available cash for the remainder of 2002.

Accordingly, assuming revenues remain generally consistent with current levels
in the near term, continued reductions in uses of cash consistent with recent
trends and continued nonpayment of cash interest and dividend amounts during the
proposed recapitalization process, XO currently estimates that the approximately
$555.0 million of cash and marketable securities on hand as of April 30, 2002
will be sufficient to fund its operations while the bankruptcy case is pending.

-3-




As noted in the Company's prior disclosures, because the company's senior
unsecured creditors are not receiving full value for their claims under either
of the restructuring alternatives contemplated by the plan of reorganization,
the proposed plan of reorganization does not provide for any recovery by the
holders of convertible subordinated notes or existing X0 equity and equity
related securities, including X0 common and preferred stock, and outstanding
stock options. The stand-alone plan, however, contemplates that rights to
purchase common stock of reorganized XO will be granted to holders of senior
unsecured notes and, to the extent these rights are not exercised fully, to
holders of subordinated notes and outstanding preferred and common stock.

The proposed plan of reorganization and the related disclosure statement are
subject to the approval of the bankruptcy court and to the approval of the
Company's principal creditor groups. Taken as a whole, the Investment Agreement,
the alternative stand-alone plan, the agreements evidencing the support of the
Company's senior secured lenders and the other terms of the proposed plan of
reorganization establish a framework for the Company's anticipated Chapter 11
plan with the proposed or additional alternative ultimately selected being
determined in the Chapter 11 process.

About XO Communications

X0 Communications is one of the nation's fastest growing providers of broadband
communications services offering a complete set of communications services,
including: local and long distance voice, Internet access, Virtual Private
Networking (VPN), Ethernet, Wavelength, Web Hosting and Integrated voice and
data services.

X0 has assembled an unrivaled set of facilities-based broadband networks and
Tier One Internet peering relationships in the United States. X0 currently
offers facilities-based broadband communications services in 65 markets
throughout the United States.
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THE STATEMENTS CONTAINED IN THIS RELEASE THAT ARE NOT HISTORICAL FACTS ARE
"FORWARD-LOOKING STATEMENTS" (AS SUCH TERM IS DEFINED IN THE PRIVATE SECURITIES
LITIGATION REFORM ACT OF 1995). THESE STATEMENTS INCLUDE THOSE DESCRIBING THE
EXPECTED FUTURE OPERATIONS OF XO AND THE EXPECTATIONS REGARDING THE OUTCOME OF
THE INVESTMENT AND RESTRUCTURING TRANSACTIONS




DESCRIRBED IN THIS RELEASE. MANAGEMENT WISHES TO CAUTION THE READER THAT THESE
FORWARD-LOOKING STATEMENTS ARE ONLY PREDICTIONS AND ARE SUBJECT TO RISKS AND
UNCERTAINTIES AND ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THOSE INDICATED IN
THE FORWARD-LOOKING STATEMENTS AS A RESULT OF A NUMBER OF FACTORS. THESE FACTORS
INCLUDE, BUT ARE NOT LIMITED TO, RISKS ASSOCIATED WITH THE COMPANY'S ABILITY TO
COMPLETE THE TRANSACTIONS DESCRIBED IN THIS RELEASE AND THOSE RISKS AND
UNCERTAINTIES DESCRIBED FROM TIME TO TIME IN THE REPORTS FILED BY XO
COMMUNICATIONS WITH THE SECURITIES AND EXCHANGE COMMISSION, INCLUDING ITS ANNUAL
REPORT ON FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2001 AND IN ITS QUARTERLY
REPORT ON FORM 10-Q FOR THE QUARTER ENDED MARCH 31, 2002. OTHER IMPORTANT
FACTORS THAT COULD CAUSE ACTUAL EVENTS OR RESULTS TO BE MATERIALLY DIFFERENT
FROM THE FORWARD-LOOKING STATEMENTS INCLUDE THE ABILITY OF THE COMPANY TO
SATISFY SIGNIFICANT CONDITIONS UNDER THE FORSTMANN LITTLE / TELMEX INVESTMENT
AGREEMENT, INCLUDING CONDITIONS REGARDING REGULATORY APPROVALS AND THE
RESOLUTION OF PENDING LITIGATION; OBTAINING FORMAL SUPPORT FOR THE PROPOSED PLAN
OF REORGANIZATION, REGARDLESS OF WHETHER CONFIRMATION FOR THE FORSTMANN/TELMEX
PLAN OR THE STAND-ALONE PLAN IS SOUGHT FROM APPLICABLE CREDITOR GROUPS; RISKS
ASSOCIATED WITH PENDING LITIGATION; COURT APPROVAL OF THE COMPANY'S "FIRST DAY"
PAPERS AND OTHER MOTIONS PROSECUTED BY IT FROM TIME TO TIME IN THE CHAPTER 11
CASES; THE ABILITY OF THE COMPANY TO DEVELOP, PROSECUTE, CONFIRM AND CONSUMMATE
ITS PROPOSED PLAN OF REORGANIZATION (OR ANY SIGNIFICANT DELAY WITH RESPECT
THERETO) ; RISKS ASSOCIATED WITH THIRD PARTIES SEEKING AND OBTAINING COURT
APPROVAL TO TERMINATE OR SHORTEN THE EXCLUSIVITY PERIOD FOR THE COMPANY TO
PROPOSE AND CONFIRM ONE OR MORE PLANS OF REORGANIZATION, FOR THE APPOINTMENT OF
A CHAPTER 11 TRUSTEE OR TO CONVERT THE CASES INTO A CHAPTER 7 CASES.

X0, XO NOT JUST TALK AND THE XO DESIGN LOGO ARE TRADEMARKS OF X0 COMMUNICATIONS,
INC.
Contact: Todd Wolfenbarger/ Media

703-547-2011

Lisa Miles/ Investor
703-547-2440




